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ABSTRACT 

N, Thi^ paper describes^ the existing welfare system, outlines the problems 
with the system that have led to its being characterized as a "mess," and 
presents the principles on 'which Carter's reform proposals are based. 
It then analyzes the level and trend in poverty since 1965 and the anti-- 
poverty effect of income maintenance programs -in general and welfare 
programs in particular. The contradictions inherent in the goal^^ of 
eliminating poverty and reforming, welfare are discussed, and^ in the final 
section, they are Analyzed wit*, reference to the proposed Program for 
Better Jobs and Tncotne. We conclude that if poverty is to be eliminated, 
there must be a greater emphasis on increasing the employment or social 
insurance income, rather than the welfare income, the poor. 
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Can Welfare F.eforni Eliminate Poverty? 



The ellmi; • ion of income poverty has been^an explicit objective 
of public policy ...irice the early 1960s. In the past fifteen yeafrs numerous 
policies and prog^aims designed to iznprove tne econcnic welfare of our poorest 
citizens ""lave been iT^plemented. Partly as "a result of this antipoverty 
eftort, a, rapid increase in the number bf welfare beneficiaries and the 
value of available welfare benefits occ\|rred. Although this growth in 

welfare led to a reduction in- iacome poverty, a "welfare crisis" emerged. 

\ 

The dimensions of the crisis were perceived differently by politicians, 
taxpayers, and welfare recipients, but all'* became convinced chat the 
•existing Welfare system needed refonn. 

Tn Augus^t 19 77, President Carter announced his Program for Better 
Jobs. and Income as his answer to* the "welfare mess." An examination of 
this' reform proposal illustrates a fundamental point: welfare reform is 
neither a necessary nor a sufficient condition for the elimination of 
poverty. Indeed, the elimination of pov.^.rty m;^y require a mix of policies 
Chat violate some stated objectives of comprehensive welfare reform. 

THE WELFARE SYSTEM AND THE OBJECTIVES OF WELFARE REFORM 

At present the welfare system, as generally thought of, consists 
principally .of three income-tested prograins: Aid to Families with Dependent 
Children (AFDC) ,* with about 11.5 million recipients; Supplomenta: Security- 
Income (SSI), with roughly A. 5 mllllor ociLpients; and Food Stamps, '.wLt:n 
about 18 million recipients.^ AFDC l\\u\ SSI provide benefits in cafeh* wrhlle 
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Food'Stanps provide benefits in-kind. Thes'e are the programs that most 
welfare reform plans intend to overh.iu.. 

In addition, there exist a nyTT±>er of other income- tested programs 
not directly affected by welfare reform proposals: certain veteran's - 
benefits and pensions, housing assistance programs, Basic Opportunity Grants 
for higher education, and others., Finally, there is Medicaid^ the largest 
inccTme-test^d program of all (purrently about 25 million recipients), whose^ 
reform is addressed as part of the National Health Insurance debate, 

.These programs, plus t!ie social insurance pro-ams for which there 
is no means test, such Old Age Survivors, Disability and Health 
Insurance, and Uneraployment Compensation, provide a great decll of relief 
to the poor. In fiscal year 1977, $49 billion in public funds were spent 
on income-tested programs, and another $154 billion were spent on social 
insurance. About two-thirds of the $49 billion of welfare expenditures 
were financed by the federal government. These programs have expanded 
rapaidly since 1965 both in the number ^ recipients and in :he average 
benefit per recipient. In 1965, $8.9 billion cr 1.3% of GNF . i spent 
on income-tested progrfiins; this had in. rreased to $39.4 billLnT*^v or 2.8% 
of GNP by 1974. The programs successf uilv deliver their beri its to the 
poor: about 92% of AFDC benefits and mbout ^837 of Food Stanr benefits 
go to those who would be poor in ine ci n^nce -c : transfers. H hough the 
current system has been characterized af.- a mess," and alLnci,;s^h President 
Carter believes that the welfare system iis se th/im he hac -t:xpe.ctred, 
t has been successful in targe tin ; i-.crtiis .^ng amomts of roi ief to an ^ 
iicreasing number of poor benef iclar: - tiiiie next section fdr details). 
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Since the prcbler.s of the current welfare system have been evaluated 
and catalogued nur.erous tines (Barth et al., 1974; U.S. Congress, Joint 
Economic Coinniittee', 1974.-76), this discussion will be very>rief. First; 
the existing welfare system is inequitable. It treats people who have 
similar needs differently. A one-parent family of four living in 
.Mississippi is entitled to $3071 in AFDC and food stamps in fiscal year 
i^7H while a 'similar family living in New York is eligible for $7354. 
fn addition to the inequity itself, these geographic disparities 
encourage mig^tion from low-benefit to high-benefit states. Secondly, 
welfare treats people differently who have similar needs but live in 
different types of far-dlies.' In any of the 26 states without an AFDC 
program for une.nployed parents, a fam'iiy with two parents but no ea n^ings 
becomes eligible for AFDC benefits only^ff the father deserts tV ■ la^- /. 
If the father stays with the family, : - il h elig 'bil.^ iy - 
stamps . 

Besides discouraging marita. . .If encfmira; gm^rnioi "be 

\ 

current system discourages work. - -ibor in.,: r^me ri:ses. bene i l h iai] and, 
as a result, the rewatd fron worki is r. :miir _.u:,ec. BeL>:ause Bome farallles 
participate in two or more of the- -ograinv.-, t;h- sam^ time, the total 
loss in benefits raused by an inci.- *• in .'-iarr may Imost .completely, 

offset that increase. In other ra ,s, benei.ts ^rt- ' .er if an individual 
doesn't work than they are if he/she takes ' job. A; n some states a 
two-parent family of four receiving benefit.- from th .'DC program for 
unemployed -parents suffers a loss in i-.^ome if the I >. ■ ? r goes from a ^ 
'^part-tltne job to a full-trime job. Tn takin. the job r-v:! leaving, the 
AFDC-U program, he might also lose Medicaid benefitf. 



Finally, each of the welfare programs has different operating rules. 
In a single household, one person aiay receive food -stamps and AFBC benefits 
while another receives food stamps and SSI benefits. Since each program 
has different rules, different accounting periods, and different notions 
of the flli^ unit, adniinistraticn is coinplex- AFTC is administered by 
the states wi^ federal sharing of payments, while SSI is a federal program 
with payments that: the states— can supplement. 

Thus th^ velf n.re syBr'''m r:. though it de_iver:^ beTie 1t:i^ millions 

of people, co-^ers ncme pec e wt no others, C'-.^^^ v^rrvvTi? 'vjounts o,f 

benefits to oe- ■■ >.■;■•. ; 'Tni . . anc rc^^^Llv v ^ '..r-ister. 

In addition < rjia. r igrsrv^ •.v.:.ves, and 

encourages: .imLi; breaik- i: f^' .vmnci ir. :it s^eTic^jsly. .: too complex 

fqr many c\ the p;^or to msd, so : u^v may not T'i:i£:(iiiv^e benefits 
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which they ne::d .-jid to ;h- ' are eir^ 

TIhe Adminls c rnt i i)n ' s .i- ir rerortm ^asals were tc be governed 
by a set of twelve prin -fi: fo^th >^ resident Cartter in May 1977. 

The ^t>r-inciples emphwisi? ( he linninar Ic n many of the problems 
within the welfare systfjir / u y incLude^ iiclding welfare costs down, 
providing work inr, i^ntivor anc a':cess to employment and trrlaing, reducTing 
incentives fori family bn:.ik-u:> by extending eligibility t^-f all persons, 
and simplifying and impro' in\ welf^ire admin* urat ' , Civ .'oke 
principle, the eighth, acdresi^ed ^the issue of poverty, ar Lipid so 
indirectly: 'A decent irco^e should be provided also for thosAwha 
cannot work or earn' adeq: :at • income, with federal beineflrn consolidated 
into a simple ash paymer t'. " Welfare 'reform was to prov ide jobs, >),igher . 
incomes, and rewards for work:. Ar. such, it did not intend to eliminate 



poverty through ii cash assistance (negative inccne t^) progran. 

Why was the goal' of elininatine poverty absent fron President Carter's 

statenent of velfare refom- principles? The answer arises from the 

inherent conflicts involved in providing work incentives and poverty-ievel 

incoiJLc guaran' •::^crs, wlr' sini' .ltan' -isly holding down progran costs. 

There are thre t» .:')ortant paramec. n-s in any welfare program; the income' 

..aarantee" pro- to those with n o income of their own, the rate at 

vv'hich \.this gu..'^ nrtiie is reduced earned income rises (the benefit 

ediictiqn rat' J:,id th^i tota : ^ t:s of the program. These three parameters 

re linked in. > a way thai. third i$ determined once the other two 

.^■e speci'tiec e^;anple, i : • government chooses an income guarantee 

c: $"3000 and -fit reducrio: -:ite of S0%, all households with incomes 

3 

UD to $6000 w: 1 eligible for program payments- From this, we can 
cerive the to : i >st of the pr->gram. If costs were hi-gher than the amount 
'"•idgeted, the , sLavrwithir. bud; ("it limits the government would' hav§ to 
» ither restri t ' guarantee, riise the benefit reduction rate, or restric;^ 
r^l i ^ib i 1 i t y . Raising" the tax rate to 75% would lower the break-even leyM^* 
to $4000 and reduce total' costs. Or the government '^huld lower the income 
guarantee to $2000, retain the 50% benefit reduction rate, and also reach 
a lower prograr; rost with a $4000 break-even ievel . 

In general, the hi^her the Income guarantee and the lower the 
benefit reduction rate, the higher the program costs. Both higher 
guarantees and lower benefit reduction rates alleviate p^pverty. Higher , 
guarantees ensure higher Incomes to th^S^ who do not work, but they y 
increase costs , and may dis^courage work effort. Higher benefit redi^ction 
- mtt^g'Tertainly discourage work. Lowering the rate promotes work effort. 



and the increased earnings help reduce poverty, but costs are higher than 
they would be with a higher benefit reduction rate. Thus holding* dovn 
costs and alleviating poverty are conflicting goals. » . 

With this simple background to the mechanics of welfare reform, we 
can foreshadow the reasons that welfare reform is not likely to eliminate 
poverty. Carter's first principle of May. 1977 states ^that the new system 
is to have *'no higher initial cost, than the present system." The next 
four relate to access to jobs and training and the encouragement of work. 
Carter*s principles specify a holding down of both total program costs 
and benefit reduction rates. Once these two parameters have been chosen, 
the third, the incorie guarantee, is determined. In the current context. 
Carter's principles require an inconie guarantee th^at is below the poverty 
line and that cannot eliminate poverty for those who do not work. As 
will he shown below, income guarantees that are high enough to eliminate 
poverty would either increase program costs dramatically, or require a 
J benefit reduction rate;So high that work would be discouraged. 

THE TREND IN POVERTY AND^E 'ANTIPOVERTY EFFECTS- OF INCOME MAINTENANCE PROGRAMS 

* An analysis of the effect* of welfare reform oti povertv requires a 
review of the evidence* on the trend in poverty and on the anti- 

, J ■ x:. , " 

poverty effectiveness of existing welfare programs. While such a task 
\^ seems straightforward, it is not. ''Consider two recent statements on 

the trend in poverty. In th^ first, Martin Anderson 09^8) uses a definition 

« . * - / 

of poverty which accepts the official government -poverty lines and 
adds, to the money income of the 'poor ihe^cbnt qf taxpayer-provided, 
In-klnd transfers, ll!^? Food Stamp^^ Medicaid payments, and public housing/ - 



EKLC 



7 



He asserts, that. 

The "war on poverty" that began in 1964 has been von. The 
growth of jobs and income in the private econoTny, con±>ined 
w±lh an explosive increase in governnent spending for welfare 
and iiicome transfer programs ^ has virtually elii?.inated poverty 
in the United States, [p. 15] 

^'artiu Rein (1977), in contrast, focuses on inequality, a relative iseasure 

of poverty. 

My argument is that social policies are by themselves unable 

adequatelv to offset the antiegalitarian forces in the economies 

of advanced industrial nations. Despite the enormous rise in 

P' Slic expenditures, specifically in transfer outlays — , 

a significant redistribution did not occur, as the share of 

income going to the bottom fifth remained stubbornly unchanged, (p. 569] 

Table 1 reveal : the source of these conflicting conclusions. The 

Incidence of poverty among persons is shown for three measures: the 

official measure, a relative measure»and the official measure after 

adjustments have been made for the receipt of in-kind transfers and for 

4 

the underreporting of money income. It is with reference' to a measure 
like the adjusted official measure that Anderson concludes that there is 
no longer a poverty problem, that all that needs to be done ha$ been done. 
Similarly, the constancy of relative poverty reinforced Rein's view that, 
with traditional welfare policies, nothing can be done. The official 
measure produces a result that lies within these two views.' Wliile poverty 
has declined significantly in the recent pasH, a serious poverty problem 
remains. * * 



Table 1 

The Incidence of Posttransfer Povetty Among Persons 



Year 


Official 
Measure 


Relative 
Measure 


Official Mtfasure 
Adjusted 


1959 


27.4% 


n.a. 


n.a. 


1965 . 


15.6 


15.6% 


n.a. 


1968" 


12.8 


14.6 


10.1% 


1976 


11.8 


15.4 


6.5 



Source: Plotnick .-^nd Danziger (forthcoming). 



* Arguments about t'he relationship b(&±ween volfare reform and poverty 
reduction can be made with reference to any\pf the series in Table 1, 
but we have based our analysis on the official measure of poverty, for 
iwo reasons. Firsts data on this measure are readily available. For 
example, the effect of a welfare reform plan on official poverty is 
published, by government sources, while the effect on relative poverty is 
not. Second, the "substance of the analysis not changed by the' use of 
the other , series. If welfare reform cannot elitrdnate poverty according to 
the official definition, it certainly will^be less successful according to 

a relatd^ve definition. Moreover, a majov part of the analysis that followS' 
is concerned with poverty that exists before the receipt of welfare income, 
so ti^t many adjustments to the official measure become less relevantly 

• Even if one ac<I:epts the in-kind measure which shows the. lowest 

V aggregate incidence of poverty, one cannot ignore the disparities 

• ^ ■ ■ * , /' . ^ ' 

that exist among' various grbups in the'populitlon. .When a disaggregated 

view of the. incidence of poverty is taken, as in Table 2y it is impossible 

« ■' 

/ to conclude thafi> poverty has been eliminated for blacks or for women. 

* ft' 

The adjusted of ficial measure, which guides Anderson's view, still shows 

J ■ /' 

l^ « • r : ^ . 

that about a third of persons living with black female heads, about one 
in^^ seven living with\white female heads, and one in ten living with black 
male heads are poor. ' i 

Because the data in Tables 1 and 2 are based on posttransfer in^iome, 
we cannot know whether the observed decline in poverty according to the 
official md'asure is due to greater success by the poor in the "market place 
or greater reliance on government transfers. Table 3 shows poverty before 



ERIC 



Id 



Table 2 

Incidence of Posttransfer Poverty Among Persons by Characteristics 

of Head of Household, 197A 



Head is: 


Official 
Measure 


Relative 
Measure 


Official 
Measure, 
Adjusted 


White male 


6.0% 


8.3% 


4.1% 


Nonwhite male 


17.0 


23.5 


11.5 


White female 


27.2 


3A.3 


13.9 


Nonwhite f^al6 


5A.6 


6A.1 


30.2 


Source: Plotnick 
/ • * 

/ 


and Danziger 

; ^■ 


(forthcoming) . 
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all government transfers, the effect of social Insurance transfers 
(Social Security, Unemployment Compensation, Workmen's Compensation, etc.) 
in column 2, and of welfare (AFDC, 5SI, and General Assistance) in 
column 3. ITie table reveals that, although posttransfer poverty has 
declined, it has not done so because, in the words of Lyndon Johnson, 
the programs of the War on Poverty provided "a hand up" so that the poor 
could earn their way out of poverty, but rather because government transfers 
increased. On the basis solely of market income, the incidence of poverty 
was 21% in both 1965 and 19 76 for all persons and about 16% in both years, 
for persons living in households where the head is not aged. Posttransfer 
poverty declined 'only because the size and the antipoverty effectiveness 
of both social insurance programs and welfare programs increased. By 1976^ 



9.2^ of all persons whose pretransfer income was^below the poverty line 
were removed fromjpoverty by government transfers. Social insurance 
programs were six times as effective in eliminating poverty as were welfaife 
programs, for all persons, and four times a& effective for the nonaged. • 

The table reinforces the obvious: the volume of earnings in the 
ecbnomy is vastly larger than the \ )lume of social insurance transfers-, 

while the volume of social insurance transfers is vastly larger than the 

- f' ' 5 , ' , 

volume of welfare transfers. 

I ^ 
,V ' ■ 

Changes in the levej. of prewelfare poverty are of particular interest 

in any discussion of welfare reform, since it is tp the prewelfare, poor 

that welfare programs are targeted. In addition, many people view the 

"real" poverty problem as centering upon the prewelfare poor. Those who are 

taken out of poverty b^ social'' insurance benefits, by their own market 

incorocB, or by both are viewed as having taken themselves out of poverty. 
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At the same tltne, taking those who remain poor out of poverty by welfare 
i^^ judged an unaatisfactory, second-best solution to the poverty problem. 

In 1965 about 16% of all persons v;ere prowelfaro poor (frbm Table 3). 
Largely in response to a strong labor market, but also owing to increased 
social insurance transfers, prewelfare poverty fell to 13.6% by 1968, 
and then ^declined to 13.1% in 1976; 

Posttransfer poverty remains because the poor do not receive enough 
market'-^income in the first place, and then not enough in transfer Income 
in the second place, to remove them from poverty. The fact that some do 
not receive the transfers to which they are entitled, is part of the proble 
although by 1976 80% of the pretransfer poor received a government cash 
trans^ter-^-if - iij-kind t-ii^ansfers -are considered, this-flgure rises to about^- 
90%). Thf income maintenance system reaches the poor, but it does not ' 
provide them with enough income to escape from poverty. 

A- comparison of the average ^ize of welfare and social insurance 
payments emphasizes the insufficiency of* welfare and reveals why 
so many more persons are removed from poverty by social insurance 
thffn by welfare* — Tab-le-4 shows that fewer houSTeholds i*fecei;ve welfare than 
receive social security or other social insurance transfers, and that the 
average welfare payment is smaller than the average for these other 
transfers. The existing transfer system is so broad that 42% of all 
households received some form of .'cash transfer^ which averaged '$2803 in 
19 74 (when the mean housc\)old income from nontransfer sources was about 

$11,000). '; ^' 1 : 

Particularly important in any dl scusslon of welfare^ T;'eform is the 
situation of female family heads. They are the group at the center bo?th o 
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Table 3 

Aotipoverty Effectiveness of Government Transfers' 



Category 



Pretransf er 
"rfirrnne 



% Removed from Poverty by 

Social Welfare 
Insurance Programs 
(2) (3) 



Posttransf er 
Income^ 
(4) 



All persons 

1965 

1976 

Households with 
head less than 
65 years old 



1965 
1976 



5.0% 
7.9 



I .a 



1.9 
3.4 



0.7% 

1.3 
« 



0.6 
0.9 



15.6% 
11.8 



14.1 
11.3 



Source: Plolnick and r..an7.i>!,er (f or thcoraing-V. 



Using official measure of poverty. 



'Col. 4 - Col. 1 - Col. 2 - Col. 3. 



1 rl 
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Table A 

Average Size of Caah Transfers, 19 7A 



Program 


% of Households 
Receiving Transfers 


Mean 
Transfer 


Social Security 


25.6% 


$2686 


a 

Other social insurance 


17,3 ^ 


202A 


Welfare^ 


8.1 . 


1701 


Kjxy transfer 


42.0^ ^ ' ^ 


2803^ 



Sourc;^: Plotnick arid Danziger (forthcoming) i : i 

' ^Includes income Unemployment Compensation, -Workmen * s 

\ Compensation,' government employee pensions, veteran's pensions and 
compensation, v - . ' / 

■* ■ ' ^ ' ^ ; . ; " . 

^Includes income from AFDC, SSI, and General Assistance. 

^'Tbe mean" transfer for all transfers 4S* higher than the 
I mean for any categc^ry, and the percentage of -households receiving 
iricome sums to more than 42^ because many l^^useholds receive m.ult:tple 
^transfers. 



1 O 



15 



the ijj/elfare mess'' and the poverty problem. In 1974,» about one-third 
of all females between the ages of 25 and 54 who headed families that 
included children received welfare income that averaged $2379, while 
their own earnings averaged $1110, Despite this aid, 69% remainen p6 
The data in the tahlt^.s explain hc;vj we could "be doing better, bu 

feeling worse" about the poverty and welfare problems,^ Increases in 

\ 

social insurance transfers and welfare transfers since the War on Povemy - 

\ ' ■ . ^ /■ 

have produced a decline in the incidence of posttransfer poverty — we ate ■ 

\ ' * , • • 

doing better. j Yet the reduction in poverty did not come about because 

more households earned th'ir way out of poverty. Pretransfer poverty 

did not decline between 19t5 and 19 76. Hore people received^TgKer 

government transfers, which irfcreased the welfare rolls axid prcjduced 



\ 
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♦"he "welfare crisis" at; t.he same time as they reduced poverty. Since 
our ^society places such a high value on self-reliandf and work, the fact 
that so many people reinain poor before transfers and that so many 
receive welfare makes us feel worse. 

To the conflict amoiig welfare reform goals cited above, we must add 
the conflict between the f,oals of reducing the v rolls and. eliminating 

poverty^ The contriu! lion arises because we ha\ \ot reduced the 
pretVansf cr poverty count. That coup^t cannot be -reduced by welfare; 
it* can only be reduced by prog^rams that provide work inc^ntfLves or job 
opportunities for the poor. Thus the neglect of poverty and the emphasis 
on work Incentives and controlling Welfare costs in Carter's statement 
of principles is an indiration that we are app^roaching the limits of 
our tolerance fof the current transfer system. Wliile a few years ago 
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policy seemd ^ o be moving toward d unlverBal in^a^e guarantee that 



wou Vi eliminate poverty fcr a L tlzens^ ar** movir award a 
two -track syutem that diat ingti! fi; /a betw t.^ost: t :<pectc id those not 
expected to work. Only by a plan that el ri- laates poverty rough work 
can we both' "do better and feel better/' ^ is from this ewpoint ^ 
that we review the recent welfare ref nn; -^posal. 

\ 

THE PROGRAM FOR BETTER JOBS AND IMCOH:. 

In August 1977, Cart.;ir announvced hLa ? fpr welfare reform, , 

called the Program for Better Jobi n ^li lls-c The plan woul3 consolidate 

* I ^ » • ■ ^ ■ 

three major components: of the cvim*- aaEM/.^r^ system arid provide, for the 

* " * , ' , V ' ' 

first time, a nationwide minimum ^-ivi- v^j payment for all/ the poor. 

It 'also pledged to provide .a public sei^f^c^ ob for some of those able and 
expected to worki aa^ an integral parr *xiFe welfare system. Earjiings, 
welfare, manpower policy, and " * would interrelated through an; 
expanded earned incomti r a. .. /, nationally uniform system 

of .basic income support payments. - 

Compafed with the current: system, large gains ^have been clain>ed for PBJl 
(a) Welfare, would be integrated with earnings arid both coupled with tlife 
tax system, (b) Consolidation would streamline adninictration, (c) Work 
would always pay more than welfare** Cd) Family stability would be° en- 
hanced by allowing married couples wltjii children to benefit in the same 
manner and to the same extent as single parent fantilles* (e) The relatively 
high naJ:ional minimum payment would resBSuce: incentxves for migration from 
low- to high-benefit states.^^ (f) Statss and localltiies would be pirovided . 
fiscal relief. 
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Several important attributes of the Cf^rter plan are already present 

In the current system. ITie Foot' Stamps Program, for example, works In 

♦ 

a iqanner Wiich is similar to tli ^fork bene fit and incon^,e support* provision; of 
' Carter's proposal* As in the proposal, Food Scamp benefits depend on 
the amount of earnings and other Income oi the fanfily and on family size, 
and accrue to all types of families. The t>rO;i:ram includes a vork test. 
Similarly 9 the SSI program/ ixi operatj^or- nr 197^, has rules of opera- 
tion and a uniform national nlnlTnsiisn pa^rft rt^ |<e those of r,me income 
support provisions of the Carter prt pc^iui,.,^ '■<%^evif: '> e SSI t^''-9X^^' cur- 
rently serves only the aged, bli^^^, ^ i^r dtitL ir . ivsz-mss^ srTTsttrtrt in 
the Carter: prop6^al;:vould go tr srtlxe popuii^t lox*. A^sc , o est^imed 
income credit, an iunortknt .'co^ \t a£ rhie nif^iidt* s propoisaL, Is 
^already in place, ** : ^ ' 

The details of the Carter Prograin for Better Jo3s and Income can best: 
be understood by focussing seriatim on its four tnajor components: job opp^r- 
tunities,' the work benefit and Income sappc- r prov isions for thcst cNpect-:: 
to work, income support pa>Tnenti- for tliose nc expected to work, and tax 
reductions through the earned income tax cxcdlt, 

- . ? > 

^" ^ ■ - ■ . ^ 

J ob Opportunities ' i 

/Firsts $8,^ billion would be set^as'lde to craa^ up to 1.4 million* 



public service Jobs for adult workefs wi:th children who cannot find a 
/private job. Most of these jobs would pay the minimum wage, $2.65 now, 
/ and about- $3 by about the t^'me the program would begin in 1980* 
/ Those, eligible for the jobs would b(\ aU«^ts — one per family — who would be 

>■ s ■ ^ • • " • 



ERLC 



IB 

/ 

..1 ' 

placed*!:, ti.e •'expecto l - rk" category and whd wer ' unable ta find a 

^regular ivzite or pui). ' Htr"*:rr j 'b. 

In dr tf miini: r v' 1 . Ici: hav. -n adult who 'is v :pected to work, 

t 

there wou a v io\t tr * 'retlon. v basically, one 

member of al fam:.^ * -nctc; n^ork t!r;;;^<i'= alT the adults In 

the fami-^- ^ ■ ■•^■^.i-^-' * . r:;iiowc.nt?, -atm^^riesz aged, 

blind, ..CL , r;: -'rr^-. n • tV?'^ • i-unb/j::.., us; (aaiv; ..at±/err!! without wives) 

whose > ■ : chi than fet^ii: uii — :^-Dthiers -without husbands 

(or fathers withou wi- !>) vr^ose yourngeti ch>-l<i: Is ^jetwecn 7 and lA years 
would be expected ^ wcr u^rt tim^, whiile such ^ita^ts ^hose youngest 
child Is over 14 would s^r^ected to wcT5k full rim.. Because earnings 

frora* enrploymemt In a T^r^ ite ob woul4 iccotnpanlfed by a subsldy-^the 
earned inconii; tax f rt^dit TEF' :) — in addt::; :v Up the work b«:3sefit, a worjcer 
would always r ina a :rr:;.v.v;fie * ^iiiorii lucirairive than a public yoh^ 
and thus i-fCfuld have ir ,-L::en :i vr t r.^ ubc r^e public service jon ; only as ♦ 
a last rc^^ort » 

Work Benefit aud Incoime Suppor : for Those Expected to Work 

EaiTnings of Tsqw-wage worlcers would also be supplemented iby the cash 
support systpni:. Unlike the benefits from the ElTC/ hcwever, .the. Ca^^h 
suppoii^t system would add to the income of those in the special public ^ 

jobs as well as all 'other job iiolcfiers. The -size 6f * the cash supplement 

. ' ' ■■ . ■ ' ^ * ' 

• ■ ' . ''^ . / r 
*wouid depend upon earnings, other income, and family Size. Cash supplements 

for a four-person family would start* at $2300 If a family had. a member 

expected to work, and remain at that level as long as earnings. were less 



-an $3800^ The 
Ilai" of earn t* 
lltion» the ii', 



:a.v a < supplement Vbvild decline by. 50 c^ts for every 
T ixccs^ <^f $ )» becoming zero at $8A00, In ^ 
/ with repi o -rnings would receive benefits from 



e Ertc to sup . ent both eairztnsin. and income support benefits. 



nr-ome Support ■ Those Not Expected to' Work 



For a'fam: 
: 4sic< Income S' 
-uppo r^ paymen r 
tat for a f ami 
!- 0 cents for 



sizo four in which no one was expected to work, a 
payment of $4200 would be granted. Thus, the maximum 
a family not expected to work would exceed by $1900 
:;i -cted to work. For this group, benefits would-^fall 
rry additlonai J] of earnings right from the first dollar 
G irt-ied — there wonld be no $38Qr " distregard" ^s would be t^e case for those 
exc*H:jiCted to work. ITlie not-expect 5d-to-»work group would include most of 
the current AFDC recipients am', a-11 SSI recipients, ' and . for many of them 
ben ^-^f its would increase under tn» proposed program. . | 

Tax Reduction • . ; - • 

The final component of the plan .is tax reduction. Since 197S, 
w^ hayc^had a tax credit for low-earnings families with children— 
the earnfed income tax credit. The EITC- supplements regular earnings 
b^ 10 cents for each additional dollar earned up to earnings of $4000,'^ 
and then reduces the credit^bV 10 cents for each dollar earned after ^ 

V ' - ■ :1 [ ' / ■ '^'^--^ ' 

$4000 (until the credit .is reduced to zero) . Under the new program, \ 
benefits from this credit , would be increased for all familes with ^ ' 

a » 

regular earnings, (that is, earnings, from jobs other than the special 
public iobs) of more than $4000 but less than ^^15,620.^ Indeed, all families 



gaming between $8000 and $15,620 would Vecelye a benefit' for which 
they are not now eligible. .More than half of all families would pay 
lower taxes because of the increased earned income tax credit. ' . 

Under the Carter blan, the income guarantee for a family of four in 
which the head i9 not expected to work, $4200, is about 65%. of •4:he poverty 
line for that family.. Only for the aged, blind, or disabled does the cash 
assistance payment reach the poverty line when no household meiober is 
employed. Tl\ose who (^o not work (and are viot aged,^^blind, or disabled), 
even if they ^re not expected to work, wiH remain poor. In fact, many 
^t^current welfare recipients would suffer income losses if their states 
were not^equired to "grandfather" their benefits for a. three year period. 
Under the plan, individuals who were newly enrolled in 'welfare and who 
did, not work woi^d receive PBJI benc»fltd that were no more^than half* 
the poverty llTie and less than what they would recol^e un9er current 

J 

• PUjllcles . 

Although many current recipients who do not work woul^ not 

benefit under the Carter plan, the extension of ca^h benefits to all persons 

would increase the Incomes of many who are currently Ineligible for 

cash assistance — chlldlesp couples, unrelated .Individuals, and twor-parenj; . 

« 

families In states without an AFDC program for unemployed par^ts. 

These' persons are currently ^l^bleronly fo^ food stamps, apd possibly 

for unemploytiMint Insurance./ For example, a childless couple currently; ^ 

eligible for $636 In food /stamps would be eligible, under the new plan, 

. • / ; ' - . , • , 

— ^or $2200 In cash-asslst^incfe If neither member-^could find work. While 

/- ■ ^ ' . ' • • 

this payment is only al^out Kaff the relevant poverty line. It represents ' 
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a tripling In availatfle benefits. 'In. general then, PBJT would raise 

f= ' ' ■ ' a 

the incomes ,of the pooTj but would not. removo them from poverty unles^ 

they work , 

For those who work, PBJI \^ould represent a significant departure 

from previous welfare policies. Because the program emphasizes the 

✓ f * . 

provision of jobs and the supplementation of earnings, all those who 

.work at low waj?,es, regardless of family composition or region of reaidextcd, 

would have higher incomes, and in many cases, be. taken out of income poverty 

Eor example, th'e head of a family of four who works full-time, full-year " 

at a minimum-\7age job earns only 80% of the poverty line. From PBJI, 

however, he/she would receive a cash assistance payment aftd an earned 

Income tax credit, so that total family income would, exceed t^hie poverty 

line by about 15%. These two- components of the Catter plan should result 

in the eliralnatioYi of pov'ferty for those who work full-time as well as 

raise the take-home pay Oi many of those who are not officially in poverJ:y 

« * " • *■ 

but who work at bf low average wages. In fact, anyone who works about 

V ■ . , * 

three-fourths of the year at the minimum wage would have his/her family 

8 

income supplemented up to the poverty line. 

Our assertion, that PBJI benefits mainly those who are aged^ disabled, 
o^' working, is validated by data presented by the Congressional Budget Offlc 
If PBJI were to becbnre law, poverty (in^ 1975) would decline from 11.2% 
of all families to 9.0%, and the numbf^r of families in poverty would be 
reduced from 8.3 million to 6*7 million. Almost half (A 7%) of the - 
additional 1.6 niillion families^ taken out of poverty have aged or disabled 
heads; another 40^. hav»3 a wqrk xnR ilea d (2S7r. work full-time; 12% part-time). 
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PBJI provides a nationally uniforni, minimum, cash payment for all 
Individuals. As such it would become our first universal, cash, . 
guaranteed annual income (Food Stamps is a unlversi^l guaranteed Income 
in-kind, wliile SSI is a categorical, guaranteed income in cash). PBJI 
would be an important change in our welfare system, but it would not solve 
the poverty problem. 

The constraints imposed by the May statement bf welfare reform 
principles, prevented poverty-^llne income guarantees from being proposed. 
PBJI could not even stay within, Carter ' s first principle of holding costs 
to their current level. The Budget Office estimated that PBJI swould 
Increase 90sts by 1982 by $14 billion dollars and provide cash' assistance 
for almost 30 million individuals. To raise ^the benefit structure- to 
the poverty lines would add an additl'btnal $43 billion and an additional 
20 million recipients (U.S. Congress, Congressional Budget Office, 1978). 

PBJI reforms welfar^i^ but does not eliminate poverty, to do so,,. 
given an Economy in which one-fifth of all persons, live in households 
with pretransfer Incpmes. belt5w 'the poverty line, would require 
an expansion In welfare beyond the bounds o*f political feadibility. 
If poverty*^line guarantees are not politically viable (except for the 
aged, &llnd, and disabled) / then^ a .two-track approach, wiiich distinguishes 
between ^hosQ expec^ted r.nd not expected to work', represents an attractive 
alternative. The provision, of special public service jobi?^ and the 
expanded supplementation of wages refocus the eur rent -approach to the 
poverty problem. That the federal government accepts responsibility for 
providing jobs and supplementing low wages shifts the onus of poverty from 
the unemployed^an^^tljer working poor to the malfunctioning of the labor 



market. PBJI's rhruft differs significantly fron that of the anti- 
poverty programs of the 1960s that focused on the deficiencies of 
individuals and attempted to change the personal attributes of the poor. 
PBJI does ript change the poor; it provides jobs ar.d/or.cash assistance. 

Critics have attacked the program's distinction between those 
expected and those not expected to work as an outdated poor-law categori- 
zation; between/ the deserving and undeserving poor. According to this view, 
PBJi represents a repressive tightening of the rolls and an attempt to 
coerce individuals from the welfare rolls onto the work rolls. Some 
M these same critics, however, argue that the work motivation of the 
poor does not differ from that of the rest of society—that the poor 
want to work'. These two views are inconsistent. For if the poor want 
•to work, then a welfare program which requires work is not punitive as 
long as the program accepts the responsibility for providing work opportunit 

PBJI does just that, Tf the poor want to work — and there is nn 
evidence to the contrary — then the provision of' jqbs sh6uld increase their 
economic position. If an unemployed family head wants to work, but- 
cannot find a regular private- or public-sector j6b, he/she must either 
be offered a special public service job or paid the cash assistance 
beneTit that would accrue to a similar family in \tfhich the head was 
not expected to work. Although the jobs pay only the minimum wage, 
when cabined with the cash assistance payment they provide incomes that 
exceed the poverty line, 

tn addition, under PBJI, a family is not denied aid even .if the head 
- refxrses to work*. ConsiTier a two-parent family with two children, in which 
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the head is expected to work. If the head refuses, only he/she is 
Excluded from the rolls, and the cash assistance payment is reduced 
from $4300 to $2 300. Yet $2300 still exceeds the benefits that such 
a family could expect under the existing system. If the head of such 
a famiiy^^r^^-^fses to seatst^jb^for work, the family is currently exclud^^ 
from all benefits — including Food Stamps or Unemployment Compensation. 

PBJI raises income but does not eliminate poverty for those who 
do not work, significantly reduces poverty for those who work a 
substantial part of the year, and provides a work opportunity yielding 
an income above poverty level to family heads who cannot find a regular job. 

The elimination of poverty is a goal that can be achieved only at 

the expense of Carter's first principle of welfare reform — holding dpwn 

costs. The two most direct ways to expand PBJI from a welfare reform 

proposal to an antipoverty one as well are to raise income guarantees 

to the poverty line for those not expected to work and to provide a 

public job to all those who want one (to remove the cap on the number 

of jobs and their restriction to .heads of household with children). 

.The former change might reduce work — if those not expected to work do so 

( 

under PBJI in response to their belov; poverty^line guarantee. But the 
latter would increase work, and pre >ably by a larger amount, so that 
poverty reduction and the encouragement of work do not conflict. 

If the program cosr ' constraint is binding, then welfare reform 
cannot eliminate pov^erty. Even if we could eliminate poverty through 
•welfare, we would still have achieved only a second-best solution. 
Benef-i^4a4:iGS- would clearly be- better of f, but "ptewalf ara_povari:y_iJ£mld 
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remain (although posttransfer poverty had been eliriinated) . Successful 
welfare reform could mitigate many of the defects of the current system, 
but could not end econonric dependence on velfafe. 

We have argued that welfare reform cannot eliminate poverty because 
poverty-line guarantees exceed current cost constraints, and that even if 
this constraint were removed, a welfare probleCi would remain > This 
suggests that it is time to focus more carefully on two other means 
to reduce poverty — changes in the labor marl^et that currently generates 
an unacceptably high level of pretransfer poverty, and/or an expansion of 
the social insurance system to cushion a -greater variety of income losses 
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NOTES 

■^This section draws heavily from Danziger et al. (1977). 

2 

E.--tinates of the percentage of eligible persons who do participate 
range from only about 50% for Food Stamps and SSI co about 90% for AFDC. 
3 

The level up to which benefits are paid, the break-^even level of 
the program, can be found by dividing the iacome guarantee by the 
benefit reduction rate, when the latter is constant* There are more, 
complex plans in which the benefit reduction rate varies and in which 
some initial earnings are not subject to that rate, 

^The. "incidence of poyerty" among a specific group of persons is the 
percentage of persons in that group with incomes below the poverty -line . 
For py-^nple, in 1975 there were 17.8 million poor white persons out of 
a total white population of 183,5 million. The' incidence of poverty among 
whites was, therefore, .J7,^/183,5 = .097 or 9,7%, 

Both the official measure and the adjusted measure use the Social 
Security Administration poverty lines. They differ only in what is 
included as Income, For a complete discussion of these issues, see 
^an^ige^.and Plotnick (1977), 

"^If in-kind, transfers are counted as income, the antipoverty 
effectiveness of welfare programs would increase, but it would still ^ 
fall short of the effect of social insurance, transfers (P-ctnick, 1978). 

^This phrase was coined by Aa^on Wildavsky (1977) with respect to 
health policy. ^ . 
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7 

We discuss the specifics of PBJI not because it vilj^^become 
law — it almost certainly will not--but because it is an example of the 
evolution toward a welfare system that emphasizes work incentives over 
poverty reductiorxs* The prograTti^s title is indicative of this concern. 
8 

This is true only for families with children. Families with 
children qualify for the earned income tax credit and for exemption of the 



first $3800 of earnings from the benefit reduction rate. Without these 
two provisions, unrelated individuals or childless couples who do not 
work full-time raay still receive incomes below the poverty line. 
9 

Reischauer, 1977, Table 4(a), p. 18, These estimates assumed that 
states will chose to supplement the PBJI benefits up to their current 
cash assistance and Food Stamp benefit levels. 

^^The program, for budgetary reasons, does not provide a job for 
anyone who wants one. Rather, it sets a target number of jobs and provides ^ 
them only to households with children. If PBJI were to become an antipoverty 
program V it might be expanded to provide a job to anyone seeking one, but 
this would increase the demand for jobs to about 6,5 million and program 
costs by $37 billion. 

^^Although the tone of this discussion has been optimistic, the 
difficulties of actually administering a two-track system or of providing 
special public jobs should not be minimized, Some of the difficulties 
are reviewed in Haveman and Smolensky (1978) and in U.^. Congress, Congression 



Budget Office (1978). 

'For example, in addition to providing for the income losses due ^ 



12, 



to retirement/ death and disability, social Insurance could provide for 
Income losses due to family disruptibtt. 
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